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ln common parlance, lnter'
national Trade is the exchange

of goods and services between
countries. lt" is distinguished
from domestic trade, wtt ich
takes place entirely within the

/-

I tt,

borders of a single country.
lnternational trade is sometimes called world trade or
foreign trade.
Trade has developed from
very early times of man's existence Trade takes place between nations for the same reason as it does within a country
Regions specialize in produ-

cing certain goods because
they have certain resources
that nnke such specilization
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sensible and profitable. Goods
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Mr. S.A. OkPonobi
Director of Exchange Control
Central Bank of Nigeria

are bought and sold on the
basis of their price. People

want

to buy the cheapest

goods available as shown by
recent events. lnternational
trade, therefore, permits specialization. lnternational trade
makes it possible for more
goods to be produced and for
more human wants to be satisfied. Given the differences in

factor endowments among
nations, international trade has,

to a large extent, come to

be

looked upon as international
division of labour in wtrich the
participants concentrate their
resources in areas of comparative cost advantage, which is
the product of a systematic
theory of international trade
propounded by the classical
theorists such as Hume, Adam
Smith and Ricardo. Over the
years, this theory has provided
a mechanism which links together the monetary systems of
different countries and ensures
the autornatic adjustment of
the balance of payments.

countries during a given period
usually a year. From
this statement each country
reviews its gains from international trade etc. and attempts
to regulate them in its favour.
Two broad classif ications
appear in the balance of payments statement: the current
and the capital accounts. The
current account consists of all
imports and exports of goods
and services, that is, visible and
invisible trade, which is the
subject-matter of this lecture.
The capital account consists of
unilateral transfers and the
transfer of capital. lt is however very pertinent to observe
here that the current account,
dominates the balance of payments, since imports and exports make up the largest part
of internationa! transactions,

of time

resulting

in the transfer of

financial resources across fron-

The Balance of Payments.
The financial relations between one country and the
other, has been standardized
into a format known as the
balance of payments This
statement gives an overall view

tiers.

showing a country's receipts
from and payments to foreign

eventually resrle in a defbit
in the balarrce of payments,

in a doubleentry schedule,

There is an implicit criteterion for countries to watch
their performance through the
behaviour of the balance of
payments. A favourable performance leads to a surplus,

and an unfanourSle

state
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for which countries are apt to
act quickly and take regulatory measures to correct the

the only national currencies
that are acceptable as international money. ln f act, the

imbalance.

extent to which a country can
finance imbalances in her
foreign account is determined
by the volume of the reserves
held in currencies acceptable
to other countries. These currencies are known as conveftible currencies comprising in
addition to the two already
mentioned, the Deutsche Mark,
French Franc, ltalian Lira,
Japanese Yen, etc.

ln the early 1970's, vvorld
trade, as measured by exports
amounted to about U.S. $345
billion, that is rrore than
double the value reached four
years previously. 8y the end
of 1977, total uorld exports
reached a high of U.S. $1,024

billion. These phenomenal

increases have signif icantly
affected international trade
financing, as well as vrorld
liquidity.

Balance of payments data
are useful both to go\rernment
and business. Those who
determine monetary policy are
interested in the balance of
payments as one big factor in
the monetary decisions. Foreign trade firns can obtain from
balance of payments data
indications of payrnents position of foreign countries and
hence of the risks involved in
selling to firms in such countries. Conrnercial banks can
use the balance of payments
data in appraising the foreign
exchange position of foreign
countries and the probable
course of foreign exchange
rates.

lnternational LiquidiW
Closely ralated and analogous to the flow of goods and
services is the equal and reciprocal flow of money or currency. Many instruments have
passed for rmney right from
very early times, including
wholes teeth and various types
of metal including silver and
gold. These have invariably led

to the growth and developrnent of the banking system
and the um of currencies of

various countries. The position
of banks in the game of buying and selling from very early
times is too well known, and
cannot be rehearsed here. The
interplay of international transactions has given rise to very
strong currencies which became recognised as rsierves.
First, it was sterling, then the
United States dollar. The
pound ster:ling and the United
States Dollar are by no.means
22
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The assault of the two
World Wars on the monetary
rystem, leading to the collaose
of the timeaherished traditions and systems, eventually
led to the creation of powerful
world institutions to reorganise the monetary rystem on a
olobal basis. The lnternational
flIonetary Fund (lMF) and the
lnternational Bank for Reconstructaon and DeveloPment
(World Bank) were created.
Thes two, along with other
regiona! and sister institutions
have intervened, arrested and
nurtured monetary institutions through the aegis of the
central banks of country members. With the'creation of the
tMF the problem of araluating
the foreign currency needs or
the reserve requirernents of
each country, and therefore
of the world, seem apparently
to have been solved. What still
remain to be resolved are the
extent of the adequacy or the
inadequacy of reserve requirements or the liquidittt problem
of the world. The shortage of
international liquidity defined
as total rrrclnetary authorities
holding of golC and convertible foreign exchange, to finance the ever increasing wcrrld
trade is the malor concern of
world rK)netary authorities

and institutions. This is

so

their inadquate supply
restricts imports through the
fear of incurring balance of
payments deficits. lt was for
this reason thet the l[\4F crea-

rational and efficient mechanism for adapting the vrorld's
supply of intenatonal reserves
to long-term global needs
would lead to rnore satisfactory centralised regulation
that uould control the volume
of international liquidity,
especially, with the substitutability of the SDRs for other
reserve assets such as gold. The
aim was to remove directly or
indirectly, dependence on
gold. This effort is continuing
to yield fruits, and the IMF is
currently selling off its stock
of gold. For the first time, an

international institution

has

attempted to issue an acceptable means of payment. lt is
the hope of all that the enhanced international liquidit.T provided by the creation of SDRs
will help rid the wcrld of its
international means of
payments.

The Eurodollar Market
I cannot close this section
of my paper without touching,
houcver minutely, on an area
which manifests itself on liquidity generally, that is the
Eurodollar rnarket. !n recent
tirnes, this particular zubject
has absorbed the attention of
economists and bdhkers, alike,
and has produced potential
traits in the area of international finance. With the return to

widespread covertibility of
European currencies, another
of internationat credit

medium

knovun as Eurodollar, has
assumed greatly increased
importance. Variants such as
Euro-Sterling, Asian-Dollar or
Latin-Dollar have also develloped. The centres for these
operations are London, Swiss
Cities, Paris (for Euro*terling,
Singapore (Asiandollar)
Panama ( Latin-dol lar).
Canadian banks are among the
major media for such transfers

because

of funds. lnitially, the Briti*r

ted the Special Drawing Rights
(SDRs), otherwise known as
paper gold, primarily to augment vr,orld liquidity in 1970.

tional transaction money was
declining, and the international bankers of London concerned about the impact of
this decline resorted to developing the Eurodollar market
in London to replace lost st€r-

By the introduction of

SDRs, available only to Central Banks, it was hoped that a

Pound Sterling, as an lnterna-

!ing business. The requisite
expertise of international

bankers was essential to the
effectlve functioning of this
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new market. The market has
developed sufficient breadth
depth of liquidity to satlsfy
customer needs, and sufficiently withstand the international

monetary crises that have
periodically risen since the
Euro-dollar market has been in

existence. Clearly, one can
say, that the Eurodollar market, with its diversity and
tlexibility of services and facilities, has proved essentially
economically viable, despite
the great amount of international economic transactions
occuring in the market.
It is of note to observe that
the deposits are not demand
deposits whereby a cheque
may be drawn upon the deposit account. Rather the deposits are time deposits where
any withdrawal or transfers
may be made only upon instructions to the bank holding
the aocount. Euro-dollar
deposits are made by all types

of

institutions locking for
higher interest rates than at
home for other reasons of

doing business. These lnstitutions may be prlvate indivi-

duals, commercial

firms,

commercial banks, Central
Banks, regional and international institutions, and some
unique institutions such as the
Bank for lnternational Settlements. You would recall that
Nigeria obtained a loan of U.S.
$1 billion early this year from
the Euro-dollar merket. I have
mentioned this institution to
demonstrate the special role
expert bankers can plav to
motivate the creation of a stable monetary organ throuqh
necessity.

international f inancing of

world trade.

The Role of Banks:
Today money moves internationally through an extensive netvrork of correspondent
comrnercial banks through the
unique f unction of banks
namely: dernand deposit
account, chequing account,

sight deposit account, or

current account - each meaning virtually the same thing. A
commercial bank having a
significant international activity in the money of a foreign
country, makes correspondent
arrangements with a bank in
that foreign country which in-

cludes opening

a

demand

deposit account. The foreign
commercial bank urould, generally, also open a demand deposit account with probably a
United States bank, or another
bank where a strong currency
flourishes. This is usually done
in practice to obtain international recognition. Based upon
the instruments and documents which are sent between

the two banks in order to
meet the requirements of the

PART II

of Financing
World Trade

The Techniques

The banking system has

developed through

rities, etc. By far, the most inr
of all these are the
comnrercial banks. The role of
banks has been to bridge the
gap betrrueen the exporter on
the one hand and the importer
on the other. lt has become
necessary for an intermediary
to function for the purpose of
removing the suspicion between the tv\/o transactors. In a
major way, these conflicts are
rendered harmles through the
creation of institutionalised
banking practices whereby
various documents and instruments haye been formulated
to implement and accelerate

portant

the

ages,

particularly via the "Goldsmiths' receipts". With their

growth has also developed the
export and import trade of the

world. lnternational

trade

transactions therefore is
bound to be effected through
intermediaries 'such as Customs authorities, rpnetary
authorities, inspection afihoBANKING lN THE EIGHTIES

importer and exporter at the

two ends of the banks, the

demand deposit accounts are
adiusted, thus money moves
internationally.

The role of banks

has

increased tremendously from

merely acting as effrting

transfers of money. This is
where you as experts are expected to break new grounds.
Apart from devising sophiticated methods which normally
simplify their work such as
computerization and merely

pressing a button, and getting
a string of messages across the
globe, banks have beery known
to devise and promote new

products and suggest productmix. You might think this
means stealing the show from
the entrepreneur. You will
probably say that everybody
should concentrate his attention on his field of specialization. This is not always the
case in today's world, which is
in a state of flux. ln more advanced countries banks have
been known to carry out
research into new products
and have been known to pass
their results over to their customers. And in most cases, it
has worked. Some banks have
establashed an lnformationbank to provide varied and
up-todate knowledge of practices in other countries, such

as availability of

loanable
funds and other trade informa-

tion. I woul{ like to

in Nigeria

see banks

establish Research

Units, which will do more
than co,llect data on exports
and other monetary statistics,
as some which are already
established presently do.
It would also be a good thing

for banks in this country to
improve on their role. What

I

have in mind is that this coun-

try has potential resouroes
which could be tapped. As

institutions you should not see
your role as asking for foreign
exchange all the tinre. Rather
find out how you can create
foreign exchange for the country and for yourselves.

lnstrunents

of

Payment in

lnternational Trade

I do not intend to be exhaustive in this area, because
as we are discussing now, new
devices are being created. I
will endeavour to touch on a
few well used ones:-

(a)

The Sales Contract:

The conplexities of foreign
trade rnake it especially irnportant that the expofter and
importer have a clear understanding of their rights and
duties. Many trade associations have adopted standard
forms of contradts. Others do
not use formal sales contracts,
but vr ite letters to confirm

23
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their sales. Such confirming

letters d iffer widelY in the
extent to which theY include
contractual particulars. As a
rule, in all sales contracts, the
seller issues the contract. To
an appreciable degree the Pre'
scription and is$ance of con'

tradt terms stem from

a

documents are generallY found

as forms, printed or tYPed,
with blank spaces, for the
insertion of information.

Some examples of documents
include the bill of lading, com-

mercial invoice, airmail and
cable remittance, insurance

policy or ceftificate

and

$perior economic bargaining
force, such as a large company
buying from or selling to smaller ones. However, inequalitY
of bargaining povuer must not
necessarily lead to the use of
terms which are indefinite and
ambiguous to interPrete. Each
party to a contrast expests a
benefit. The seller wishes to
profit from his sale, and the
buyer makes the purchase because he needs the goods. lt is
therefore important to both
that the contr:rt embodies
their agr@ment fairly ard

goverhment document for

fully and that it be faithfully
performed, so that their rea-

be assignable.

sonable expectation for business gain may materialize
Goodwill from performance of
contractual obligations is one

of the essential frctors in
business success . Some forms
of contract include: F.O.B.
Contract - (free on board);
C.l.F. Contract (Cost. lnsurance and Freight); C & F

(Cost and Freight etc. ln most
of these, the contract imPoses
on the sller the obligations to
deliver the proper documents
to title and deliver the goods
at the specified ports, while

the buyer has the right to

receive the goods and the do-

cuments and pay for them or

reiect them if found to be
different from those stated in
the contract. The positions
of banks in relation to the
sales contract is well known.
Good banks can always offer
efficient advice on the reliability of a contract of sale to
their customers.

(b)

Documents and lnstru
ments:

These are the various papers
which pass through the means
of correspondence between
the two pafties to an international trade transaction, the
bank acting in a big way as a
type of clearing house, or an
intermediary. !nstruments and
24
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Customs clearance. According
to a publication of the Office
of Facilitation, U.S. DePartment of TransPortation, and
the National Council on lnternational Trade, 1971, there
were a total of 125 different
types of documents representing rnore than 1,0(X) seParate
forms. This figure would have
increased by now, but not
dimini*red! I do not know
how many of these are aPPlicable in Nigeria. Docurnents
are non-negotiable, but may

Some examPles of instruments include drafts, Promisory notes, the docurnentary
credit, letters of credit, cheques, money orders, travellers
cheques, international accePtance, international bond, international equity, even, Eurobankers' acceptance, Eurobond, Euro-convertible, etc.

Special Drawing Rights (SDRs

of IMF consist of

Ledger

entries, and are used in transactions only between central
banks, and between central

banks and the IMF llost
instrunents are negotiable,
particularly the draft. Thus
in the event of the holder of
an instrunBnt desiring funds
before maturity, the holder
can sell the instrurnent.
Effofts have been made to

unify andharmonize the various negotiable instrument
larus

of different countries. In

the United Nations
General Assembly established
the United Nations Commission on lnternational Trade
Law (UNCITRAL). The Commission has drafted a uniform
law on international instruments to include the draft,
letters of credit, and promisory notes, among others. On
your part as bankers, there is
need to examine the philosophy behind the decisions of
the Conmission, and confort
with these lnternational
1966,

reoulations. for the smooth
pr6secution of international
trade. Developing Nations are
bound to lose, if institutions
operating in them are not
represented at such lnternational Commissions. Since
Nioeria is a member of this
Coinmission it is hoped that in
vour deliberations, You would
6ndeavour to Put the views ot
developing countries across at
such lnternational forum, and
what is more, seek to have a
representative. Let us look at
some of these documents and
instruments:

(il The Bill of Lading:- This
document may be in either
negotiable or non'negotiable
form. The bill of lading is a
creation of merchantile custom, a typical institution of
lnternational Trade. lt came
into use in the 16th Century.
Its characteristics are as
follows: (a) lt is a formal re'
ceipt by the *ripowner
acknovoledging that goods of
the stated kind, quantity and
condition are shipped to a
stated destination in a certain
ship, or at least received in the
custody of the shipowner, for
the purpose of the shipment.
(b) lt is a memorandum of
the contract of carriage, repeating in detail the terms of the
contract which was in fact
concluded prior to the signing
of the bill, and (c) lt is a document of
enabling

title to the

the

goods

consignee to

dispose of the goods by endorsement and delivery of the bill
of lading. The bill of lading is
a document of title. lt enables

person entitled to the
goods represented by the bill
to dispose of the goods while
they are in transit. Again by
mercantile custom possession
of the bill of lading is in many
respects equivalent to posssesion of the goods and the transfer of the bill of lading has
normally the same effect as

the

the delivery of the

goods

themselves. There is need for
banks to recognise these qualities of the bill of lading and to
educate their customers accor-

dingly.

F
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(ii)

The Commercial lnvoice:
As a rule,"all invoices must be
@rrect and true" 1 / The
smooth performance of the
contract of sale will often depend on the correctness of an
invoice. The seller may regard
the instruction given by the
buyer in this regard as exacting. Hovrever, the buyer requires these details in order to
comply with the regulations in
force in his own country

applying to such areas as
impoft licences, Customs duties and exchange restrictions.
The invoice may contain such
information a the names and

of

addresses
the buyer and
seller, the date and the refe-

rence number

of the buyer's

order, a description of the
goods sold, details of the
package, exact marks and
numbers appearing on the
package, the terms of sale and
the name of the shil and route.

The

services

of

commercial

banks can be useful here particularly where a commercial

invoice has to be presented
under a bankers' commercia!
credit, and the Uniform Customs and Practice for Documentary Credits (1962 Revision) are applicable. ln this
case, the following provisions
will be observed:-

(a)

commercial invoices must
be made out in the name of
the applicant for the credit,
(b) invoices isued in excess of
amounts permitted by the credit could be rejected by banks,
and (c) the description of the
goods in the commercial
invoice must correspond with
the description in the credit.
All these are general requirements applicable for the

isurance of invoices. I am
looking forward to a stage
when our bankers will concern
themselves more with the formulation of credit invoices in
favour of their Nigerian customers.

lM""kinnon LJ, in Bank Polski v.KJ.
Mulder & Co. (1942, 1 K B. 497, 50O.
lClive M. Schmitthoff.: The Export
Trade - The Law and Practice of lnternational Trade Fifth Edition, Page 58

lnstruments
(

1)

Drafts:

This instrument is the most

widely used means of financing international trade. A legal
definition of the draft, as
given in the English Bills of
Exchange Act of 1882, is "an
unconditional order in writing
addressed by one person to
another, signed by the person
giving it, and requiring the
person to whom it is addressed
to pay on demand or at a
fixed or determinable future
time, a certain sum of money,
to, or to the order of a specific
person or bearer". I have
intentionally quoted this definition, because it is one of the
faru easy definitions a young
student of banking has to
learn by heart, without initially knowing its implications.
An eminent commercial judge,
Justice Mackinnon described it
is as the "best drafted aqt of
Parliament ever passed." 1/
Its simplicity commends it for
an all-time usage. Essentially,

what it means is that the
exporter obtains payment
from the importer by means
of the draft, in which he instructs the importer to pay a
designated bank or the bearer
the draft
invoice

of

the

amount, either on presentation of the draft or at a time
fixed when the draft is drawn
or when it is presented.
Distinction must be made
between the draft drawn on
the customer by the exporter
and a bankers' draft. A bankers' draft, referred to frequently as a Bill of Exchange,
is a draft drawn by a bank in
one oountry on its correspondent in another country. This
as$rmes that the drawer
carries a deposit with the bank
and that funds are available in
the account for payment when
it is presented. On the other
hand, when a merchant draws

on his customer, it is not supposed that he has an actual
deposit of money with him.
Therefore the draft represents
either the value of shipment

of

nrerchandise that is then
being made or the existence of
an outstanding account receivable. ln common practice this
distinction is not usually

knovwr. Both the draft and tne

Bill'of Exchange are interchangeably used. The literature on the subject is heavily
detailed. A glance at srne of
them once in a while could be
rewarding. Other types of
drafts include Sight Draft,

which is payable on presentation; Tinre Sight Draft, which
matures at a certain fixed time
after presentation. of 90 days

or

ac:ceptance; Tirne Date
Draft, which matures on a
fixed date such as 90 days
after shipping date on bill of
lading or other event and date.

The Clean Draft has no donument, while the Documentary
Draft has documents attached.

ln all

system

the banking
is fully involved in
these,

their transaction.

ll

The Docunentary Credits
The general character of
international commerce invol-

ves the practice

of

raising

money on the documents so as
to bridge the period between

the shipment and the time of

obtaining payment
docurnents.

ln

against

Europe, for

example, international trade is
increasingly financed on an
open book (charge) account
basis with payrnent due in up
to six nronths. Perhaps over 50
per cent of intra-European
trade including United Kingdom is done on this basis. But
it is Iamentable that this conf idence is not prevalent worldwide. ln international trade,
therefore, the lack of adequate
credit information and other
risks limit the use of techniques such as the open book
(charge). This international
trade practice is carried on largely through a trusted intermediary or intermediaries.
And, international banking
and finance is the system that
has evolved to meet the special
needs of international trade,
the commercial banks acting
as the trusted intermediaries.
A documentary credit has
been described as a situation
whereby the banker, acting on
behalf of the buyer and either
directly or through the intervention of a banker in the
country of the seller, as$rmes
liability for payment of the
price in consideration, perhaps

of the security

afforded to
25
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him by a pledge of the documents of title to the goods or
of his being placed in funds in
advance or of an undertaking
to reimburse, and of a commission. This reveals the fact
that the goods represented bY
the bill of lading as a document of title are used as a

means

of

f

inancing the

transaction. At one time the
documentary credit was called
tfie "workhorse of internatio'
nal trade." ln line with technological changes it is now
sometimes called the 'trank'
*raft of international trade."
The bank is prepared to provide finance to the exporter because it holds the shipping
documents as collateral security for the advance. However,
an importer may be reluctant
to transact business under a
documentary credit because
the fees for such credits are
greater than those through
Bills for Collection. Additionally until the transaction is
completed the credit line of

the importer at the

bank

would be reduced by the
amount of the documentary
credit.

An irrevocable letter of credit
may also take the form of a
revolving credit, this enables
the inporter to take delivery
of the goods in instalments

and at intervals agreed upon
with the seller. The credit initially covers the value of the
first partdelivery but is made
rwolving to remain valid for

the subsequent

instalments.
It has been found that when
trade is initiated between two
areas of the uorld, it will lar-

gely be effected through the

medium of

documentary

credits. However, with the
passages of time, in addition
to the experience gained
through dealings with specific
importers ard exporters, less
constraining techniques wh ich
eliminate heavy bank charges
would be used in the form of
collections.

Subsequently techniques
more favourable to the inporter may be used such as consignment, and possibly open
book (charge) account. These
ways are basic conceptswtrich
have rnany variations in their
use according to circumstan26

ces. Perhaps, this is an imPor'

tant area in vthich the cornmercial banks in Nigeria can
take a second look. Our long
dealings with the advanced
countries has not so far Produced a rnore favourable mode
of f inancing international
trade.

PART III
Problerns of Financing lnter'
nationa! Trade

The impediments that clogg

the wtreel of raorld trade are
enormous. Although economists believe in free trade as a
goal to international develoPment, by their theorY of gains
through trade, this does not
usually happen in practie
because government trade
policies influence the volume
of trade between nations. ln
domestic trade, goods may
move freely from one part to

the other. ln

lnternational

Trade governments often place
artificial barriers against free
movement of goods from one
country
.another. Trade

to

barriers usually reduce the
volume of international trade,
raise prices to consumers, and
deprive nations of the benefits
specialization. However, all
nations create such barriers for
several reasons. Local producers unable to compete with
more efficient producers in

of

other countries put pressure
on their governments to protect them from foreign compesome cases

tition. Also in

cluntries prefer not to be
dependent on foreign sources
of upply in the event of war.
Th6y often protect industries
considered vital to their
national interest, even though

the goods could be obtained
more cheaply from other
countries in peace time.
Less dweloped countries
impose trade barriers to promote industrial growth rather
than remain dependent on
agriollture or mining. They
protest their "lnfant lndus-

tries" from the

established

of more advanced nations.
because they believe that
industry is the key to technology, modern social institutions, and aren military power.
Early in the history of her
ones

development the United States

followed a protectionist policy
for this reason. Many countriessuch as Australia, Brazil,
Mexico and even Nigeria, etc.,
are currently, similarly, engaged.

Some of the maior obstacles

to

f inancing international
trade include the existence of
different monetary. systems,
exchange control, imposition
of tariffs and quotas, etc.

Different Monetary Systems:
Different countries have
different rTpnetary systems.

As a result, paymentsforgoods
and services have to be made

through the exchange of the
currency of one country for
that of the other, by the manipulation of exchange rates. A
rate of exchange, therefore
would be regarded as the
"price paid in one country for
a unit of foreign rnoney payable in the foreign country" 1/
lnstability of the currency of
one country on the one hand,
and the forces of inflation or
deflation on the other may
have repercussions on a
nation's exchange rate, wtrich
changes rapidly to conform
with these circumstances,

making the price of goods to
be cheaper or costlier. The
market changes between the
time of purchase abroad and
the time of arrival can pose a
serious threat to importers in
a reginn of floating exchange
rates. The risks to exporters
and importers from fluctua-

tions in foreign exchange,

frequently deter the expansion
of international trade, by causing distortion and chaos in
market prices, which could act
as further deterrent to foreign
trade. Travellers are frequently
discouraged by the foreign
currency problems that confront them. Hence co{peration arrDng governtnents is
necessary to prevent drasth
changes in the relative values
of their tnoney in order to stimulate the exchange of goods
and services.
Excftange Contro!: The desire
to reduce the value of imports,

for

balance

of

poses requires

paynrents pur-

that more strin-
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gent controls be imposed.
Therefore the actual limita-

tions on the value of goods to
be imported will be regarded
as exchange control. lf a country's payments position is
disturbed by excessive imports,
one way of solving the pro-

blem would be to step up
receipts by expanding exports
or by foreign borrowing. lt
may, however, not be easy to
do the former if costs are too
high, or it is already at full
capacity. The latter may not

be feasible if foreign creditors
are unwilling to invest, or if
prohibitive interest rates are
demanded. The alternative

to be adopted would
reduce payments. An
exchange control specifies the
amount that may be spent on
imports, but not how many
measures

be

to

items must be bought.

Ex-

change controls could be used

to favour or

discriminate
against specific countries, or
to alter trade balance in different directions.

The

lnternational Monecomes in readily
here to prescribe guidelines to
be followed by members in
respect of exchange control
in its Amended Articles of
Agreement. Articles lV, Section I prescribes general obligations of members in the
following manner:"Recognising that the
essential purpose of the

tary Fund

I

nternational [Vlonetary

System is to provide a
f ramework that facilitates
the exchange of goods, services, and capital among
countries, and that zustains
sound economic growth,
and that a principal objective is the continuing development of the order,
underlying conditions that
are necessary for financial
and economic stability each
member undertakes to
collaborate with the Fund
and other members to
assure orderly exchange
arrangements and to promote a stable system of exchange rates. ln particular,
each member

-

(i)

to

direct its
economic and f inancial
policies towards the objective of fostering orderly economic growth with
endeavour

reasonable price stabi I itY,

with due regard to its

(ii)

circunrtances.
seek to promote stability
by fostering orderly un-

derlying economic and
financial conditions and

a

rnonetary system that
does not tend to produce
erratic disruptions,

(iii) avoid manipulating

ex-

change rates or the inter-

national rnonetary system in order to Pra/ent
effective balance of paYment adjustment or to
gain an unfair competitive advantage over other
members, and

(iv) follow

exchange policies
compatible with the undertakings under this
section".
It is thus the duty of menr
ber countries to apply these
principles. The International
Monetary Fund also has obligation to oversee what member countries are doing. ln
Section 3 of Article !V, vue
have this:

-

Surveillance over exchange
arrangements:--

(a) The Fund shall oversee
the lnternational

Mone-

to ensure its

tary System
effective operation, and
shall oversee the compliance of each member
with its obligations under
Section 1 of this article.
(b) ln order to fulfil its functions under the above,
the Fund shall exercise
firm surveillance over the
exchange rate policies of
members, and shall adopt
specif ic principles for the
guidance of all members
with respect to those
policies. Each rnember
shall provide the Fund
with the information

for such
surveillance, and, whennecessary

requested by the Fund,
shall consult with it on
the member's exchange
rate policies. The principles adopted by the Fund
shall be consistent with

the cooperative arrangement by which members
maintain the value of
their currencies in rela'
tion to the value of the
currency or currencies of
other members, as well
as with other exchange
arrangements of a member's choice consistent
with the purposes of the
Fund and Section 1 of
this Article. These principles shall respect the

domestic; social and political policies of members,

and

in

applying

these

principles the Fund shall
pay the regard to the circumstances of members.
These principles are taken
to ensure that the international monetary system is given
the necessary climate to operate, so that an acceptable system ssn emerge.

The lmposition of Tariffs:These are government taxes or

duties on imports, and have
been used since very early
times. There are several kinds
of tariffs applied to foreign
trade, for various purposes.
For instance, a specific duty
may be placed on imported
products at a certain amount
per pound, gallon, ton, or kilogram. Usually this type of
tariff is placed on bulk com-

modities or raw materials.
tVlost tariff duties are placed

on products according to value.
These duties are called ad valo-

rem duties, and are most
common on manufactured and
miscellaneous articles. The
rates may be as low as 5 per
cent, or as high as 100 per
cent or more. Also a rarenue

tariff is designed to raise revenue or incorne, while others

to protest
home industries, and thus become a protective tariff At
other times, a tariff may be
imposed to counter the high
tariff duties imposed by foreimay be designed

gn countries.

Economists are in almost
complete agreement that high
tariffs do not help people
achieve the goal of a better

living for all. Tariffs prevent
the nrost efficient use of the
world's resources by restric21
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ting division of labour to

national boundaries. Both the
countries !evying the tariffs
and those whose goods are
prevented from entering are
hurt in the process. Neveftheless tariffs are imposed because other considerations such as
nationa! interests may outweigh purely economic considerations. Tariffs may also be
used purely on economic
grounds, to protect "infact
industries", and to protect a
country against unfair foreign
competition $ch as dumping.
Tariffs may be relatively less
impoftant trade barriers in the
future than they have been in

the past. However many

nations are using other stronger devices to check imports.
These non-tariff barriers inclu-

de

absolute bans against
importation of particular

goods, and limitation of quanimported goods
through import licencing. The

tity of

General Agreement on Tariffs
and Trade (GATT).frowns on
its members imposing non-tariff trade barriers. lt recognises
tariffs as the only legitimate
restrictions in intemational
trade. The tariff, may, probably, urvive as a most important device for reducing
imports.

The lmposition of Ouotas:The most direc't intervention
on international trade is the
import quota, which stipulates how much of a particular
item may be brought into a
@untry, during a period of
time. The quota may be fur-

ther broken down according
to upplying countries. ln this
particular case, the amount of
money to be spent abroad is
not controlled. Ouotas create
their own administrative problem. The basis of allocation,
no matter how well-meaning,
might by arbitrary, conside-

ring the shifts in a

modern

economy. The quota system
also permits a oountry to discriminate. The application of
the quota creates a new i'nstrument of value - quota permit.
The government now confers
on quota recipients assests
which would not have existed
in the absence of the quota.
Possibilities of corruption
28
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abound, as quota for resale
purposes becomes and end in
itself, and the major benefits
accrue to the least zuccessful
importers.

The Problems

of

Trade

in

Africa

Before I end this part of the
paper, t think it is relatively
proper to review the problems
of f inancing international
trade in the African continent.
Af rican countries as far as
intrarontinental trade is concerned have been kept apart
since the colonia! era The
main obstacle to the flow of
goods is the existence of a
pattem of infrastructure
which fostered eparate developments in transportation
and communication. As a
result it is common to find
identical range of goods being
produced in the continent
which has the disadvantage of
encouraging competition
rather than promoting trade
among the countries.

Barriers

to

trade already

diagnosed have aggravated the

poor response of the continent to intra-African trade. As

con$rmers

of

industrial goods

of the dweloped countries,

and arising from a weak bargaining po\,\cr for better prbe
for their raw rnaterials, African countries have been saddled with continued scarcity of
foreign exchange resources.
They have thus resofted to irnposition of various exchange
control restrictions which constitute a serious obstacle to
trade.

The diversity of rnonetary

systems has created a new dimension among African countries. The various national currencies are in the main tied to
different intervention curren-

cies wtrich

in nrost

cases are

thoe of the former

colonial
powers. Both the Anglophone
and Francephone countries
had their currencies tied to the
British Pound Sterling and the
French Franc iespestively. A
major problem associated with
this situation is the long settlement period for any trade

transaction between

these

countries, and the sordid practice of two countries with a
continguous border settling

their trade bills through finance centres in Europe! The Language barrier has also compounded the smooth running
of trade generally, for, based
on a historical perspective, the

mad rush for colonisation
shredded the continent into
separate national components.
The absence of confirming
houses is another major problem affecting intra-African
trade.

A

confirming

house

on behalf of the
importer or the exporter, or
both, the basic role being to
ensure payrnent to an exporter of goods. An African confirming house could conserve
foreign exchange through
retaining commissions of confirmation fees paid on Letters
of Credit, etc.
assunEs risks

However, there appears to
be a ray of hope for improvg-

ment of intra-Af rican trade
through f he creation of regional economic zones. For
instance, the Union of African
Central Banks decided in 1966
to study the monetary co{peration mechanism and the
neces$ry institutional framework in the continent. For
effectivenes of the study,

four

sub-regional bases were
created for the East, Central,
North and West Africa. With
the creation of the Economic
Community of West African
States (ECOWAS), cooperation in monetary and financial matters among members
started in one form or the
other. A West African Clearing
House (WACH) has been established with headquarters in
Sierra Leone through the
effort of the West African
Sub-regional Committee of the
Association of African Central
Banks. A West African Unit of

Account (WAUA), equal to
THE SDR has also been established. Discussions on the
establishment of uniform
tariff system, or the total
removal of the tariff are going
on. The bases for the creation
of West African ltlonetary
Union already exist.

CONCLUSION

Thus far, we have taken
only but a cur$ry glance at

the topic, "Financing !nterna-

FINANCING INTERNATIONAL TRADE

tional Trade". Since this paper
takes into account the place of
the banks in the entire system
of f inancing international
trade, it is relevant to note
that the Central Bank creates
the stocK of a country's liqui-

mainly with the problems of
less developed countries. ln
Africa, cooperation in trade is
receiving greater attention
than ever before. [\4onetary
and trade cooperation in the
West African Sub-region are

commercial
banks take them away. This is
the traditional role of com-

also receiving serious attention.

dity while the

mercial banks. I will hasten to
say that there is much room
for improvement in banking
practice. The bankers of the
City of London centuries ago
created the bulk of the mechanics of international trade
financing in use today. The
bankers of today can do themselves much credit if they can
review their place in the eco-

nomy, so that in addition to
having the basic knowledge of
the techniques and the full
and detailed knowledge of
trade with specific countries,
they may be equipped to initiate, innovate and motivate
further methods and processes
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